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through which they are rendering united service. 


Profits and the Profit Motive 


Returning to the Brookings Institution pamphlets 
which contain successive chapters of the forthcom- 
ing book Price-Making in a Democracy, by Edwin 
G. Nourse, we have in the April number the excit- 
ing title, “The Profit Motive and ‘Maximum’ 
Profits.”* The chapter is of extraordinary signifi- 
cance in that it undertakes to clarify the concept of 
profit and to show how the present trend in indus- 
trial enterprise makes the profit motive more rele- 
vant to the function of the managerial class than 
to the investor of capital. 


Widespread confusion exists concerning the word 
“profit,” which is often taken loosely to mean gain of any 
sort. Dr. Nourse begins by distinguishing different types 
of income from business enterprise. 


Three Kinds of Income 


Broadly speaking, wages and salaries, rents and rates 
of interest on borrowed capital are determined in greater 
or less degree by bargaining, individual or collective. For 
this reason they constitute a type of income which is 
called “contract” income. In contrast to this, profit rep- 
resents what is called “residual” income. “It constitutes 
what is left to the proprietary interest after the many- 
sided bargains with workers, landowners, lenders, and 
managers have been completed and the payments stipu- 
lated under these contracts have been made. Its amount 
reflects bargaining skill or forbearance (as to what is 
sold as well as what is bought), the strength of organiza- 
tional position, shrewdness or luck—good or bad—in be- 
ing at a particular spot in the business process at times 
when particular situations develop.” The residual share 
may, of course, be a loss rather than a profit and hence 
it is perhaps more accurate to call the capitalistic organi- 
zation “a profit-and-loss” system. 

In between the contract type and the residual type 
there is “contingent” income. The sharing of profits 
with labor and with executives as well as the giving of 
bonuses when business is good iliustrate this contingent 
income, 

Capital which receives contract income, that is to say 
specified rates of interest, is called “loan capital.” Bonds 
and preferred stocks in general belong to this class. Their 
rate of return is specified. 

In contrast to loan capital is “equity capital” whose 
return is contingent on the fortunes of the enterprise. It 
has to bear losses too. It is “venture” capital. 


* Washington, D. C., The Brookings Institution. 25 cents. 
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tion on curr 


it must be noted that there is a kind of business which 
is called non-profit. There are consumers’ cooperatives 
and mutual imsurance enterprises, for example. ‘These 
are examples of enterprise that stand outside the pre- 
vailing economic pattern. In general, there is “compara- 
tively little blending of contract and residual incomes of 
capital by giving the former a contingent share in profits.” 
Dr. Nourse says, “I am not aware of any situation in 
which the president, board chairman, or other individu- 
als or groups have as persons been made residual claim- 
ants to the profits of the company, with capital reduced 
to the position of receiving a purely contract share. On 
the other hand, the tendency of modern business practice 
has been to enlarge the contingent claim of wage and 
salary receivers in ways and to a degree which cause con- 
tingent labor income to appear as a perennial and vigor- 
ous competitor with capital as a claimant for the residu- 
al share of company income.” 

With the separation of ownership and management 
which characterizes the recent trends in the evolution of 
business enterprise the professional managerial group has 
emerged. This group has some of the advantages of 
ownership since it is commonly rewarded with blocks of 
stock. The manager then has two kinds of income, con- 
tract and residual. A similar sharing of profits with la- 
bor has been resisted by many industrialists on the ground 
that labor thus shares profits but does not share losses. 
Dr. Nourse points out that there may be a fallacy here. 
Workers sometimes fail to collect salaries or wages when 
the business has not prospered. Also they sometimes 
suffer impairment of health as an incident to the giving 
of their labor. On the whole, the stake of the owner of 
capital does not seem to be as great as that of labor. 


The Question of Motive 


Raising the question of motive recalls the meaning of 
the profit concept. Is it merely a residual claim of im- 
personal capital as such or does it inhere in the capitalist 
on the ground of his actual participation in the enter- 
prise? It is sometimes called a “function of entrepre- 
neurship” (literally, enterprisership). But does this en- 
trepreneurship consist “in saving capital, in deciding 
when and where to invest it, or in managerial direction 
of the undertaking te which the capital has been com- 
mitted”? The actual negotiating of the elements of un- 
certainty with risks of gain and loss is not done by the 
“lender capitalist”, not by the owner as such but rather 
by “professionally trained and selected specialists,” the 
managerial class. 

Dr. Nourse points out that the tendency to isolate 
“pure” profits for all other profits is like the artificial at- 
tempt, earlier described, to isolate “pure” competition. 
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It is not really possible to characterize any part of profits 
as purely a reward of venture on the part of the lender. 
On the contrary, “it is the active, personal phase of pro- 
prictorship or managerial direction that not only creates 
proprietary profits for capital but does most to substan- 
tiate the claim that capital also creates benefits for all 
other participants in the business process.” Thus capi- 
tal becomes the “sleeping partner” and professional ex- 
ecutives assume an active role in proprietary enterprise. 

In a footnote Dr. Nourse warns against identifying the 
concept of professional management with that which 
characterizes James Burnham’s The \Janagerial Revolu- 
tion. The latter concept is more nearly a technological 
than a managerial one since it includes plant superinten- 
dents and others who have charge of technological 
processes. 

Dr. Nourse comments on the traditional emphasis on 
the importance of the profit motive: “ ‘The profit motive,’ 
it is said, ‘is essential to private enterprise. It is the 
hope of profits which leads investors to put their money 
into new enterprises and to expand existing enterprises. 
The ability of private enterprise to attract the savings of 
investors has made possible increased production, lower 
prices, and a higher scale of living for all.’”” These quali- 
ties, he points out, belong rather to the role of interest 
and the claims arising under them are met by interest 
rates. “The really crucial area of economic motivation 
capable of being importantly stimulated by profits is that 
which is covered by the exploring, experimenting, inno- 
vating activities of that part of the working force of busi- 
ness which is placed in the position of managers and 
technicians.” 

Thus Dr. Nourse drives home the idea that in our eco- 
nomic system profit has become more relevant to man- 
agement than to the capital lender. It is in the realm of 
management that motivation becomes most important. 

by the same token the acquisitive element in motiva- 
tion must give way to the constructive. Conceived mere- 
ly as a desire for a larger share of residual income the 
profit motive “may become a means of clogging the eco- 
nomic process and prejudicing the interests of the public 
at large.” But conceived as a desire to increase residual 
income through better techniques and better organiza- 
tion the profit motive enhances values all round. 


Motivating the Manager 


In addition to incentives furnished by investment in 
the business and the prospect of bonuses professional 
management has a motive which is explained by the 
word “prestige.” The commonest notion of the criterion 
of success which is the clue to prestige is indicated by 
the phrase “maximization of the profits of the individual 
firm.” This is repudiated by some spokesmen of busi- 
ness. In general, however, Dr. Nourse finds that reser- 
vations in this respect grow out of “moral and other non- 
economic considerations.” He holds that a correct an- 
alysis of function must rest “on strictly economic con- 
siderations.” 

But when subjected to scrutiny this concept of “maxi- 
mization of profits” is seen to be ambiguous. Much de- 
pends on whether a long view or a short view is taken. 
Moreover even when management takes a long view in 
terms of population changes, change in government policy 
and the like, its plans may fail because managerial au- 
thority “may not be sufficiently concerned about produc- 
ing in the present those cross-section relationships that 
will promote profit-making conditions in the future.” Al- 
though to some extent parasite businesses can continue 
to exist indefinitely the major industries are compelled to 


create conditions of prosperity which are conducive 
the making of profits. To obtain maximum profits re 
quires “that moderate interpretation of unit profits in th 
single instance that promotes continuous harvesting ove 
the years, that careful plowing back of gains into the 
business which insures future yield. And this conserva. 
tion movement involves maintaining the flow of consume 
purchasing power quite as definitely and consciously as 
it means maintenance of plant capacity or more general. 
ized capital reserves.” 


Natural Law or Social Intelligence? 
Dr. Nourse repudiates the conception that the working 


of the economic system is “predetermined by natural) 


laws.”” He holds rather that it is “subject to purposeful 
modification by administrative policy and group bargain- 
ing.” The flow of income is not “a stream which ex. 
ists because of some internal force or external control by 
act of God, with economic men having merely to come 
and dip their buckets. It is created or consummated out 
of their own acts, wise or foolish, stimulative or restric. 
tive.” The function of business enterprise is to discover 
new opportunities, to find ways to reduce costs and thus 
widen the margin between costs and present price levels, 
This means that the profit motive may have to be rein- 
terpreted. But Dr. Nourse says it does not mean its 
abandonment. But specific profits which are realized at 
each step in technological advance must be “passed on to 
the body of society rather than monopolized by any par- 
ticular group.” The rate of profits may be so high as to 
impair the opportunity of continued profits. Men of 
business shrewdness know that they are in danger of 
“pricing themselves out of a market.” 

Although Dr. Nourse adheres to his repeatedly stated 
principle that economic process must sustain itself with- 
out appeal to non-economic considerations his whole dis- 
cussion seems to document a rapprochement between eco- 
nomic and moral requirements. It has been said that 
morality begins with the ability on the part of the hv- 
man being to prefer a more remote to a more immediate 
good. The difference between the professional point of 
view which Dr. Nourse is seeking to develop and that 
which he is seeking to displace, while theoretically it 
requires nothing from moral philosophy to sustain it, 
can hardly fail to impress the moralist in the latter’s own 
field. This is particularly apparent in his concluding 
sentences. 

“The attempt,” he says, “to maintain and capitalize 
each new gain in the form of permanent profit is like 
trying to achieve physical immortality rather than the 
constantly rejuvenated stream of racial life, where chil- 
dren move on to years of productive and reproductive 
life and in due time pass individually from the picture, 
while the society and its culture continue their forward 
march. The particular technological achievements that 
give birth to profits must be promptly passed on if they 
are to become fully fruitful. Only as such general prog- 
ress is made do we have a healthy, growing economy out 
of which new profit-making opportunities can arise. 

“Such a disciplined, far-seeing employment of the 
profit motive will be further examined in the chapter 
which follows.” 


A Momentous Public Issue 


The decision of the War Labor Board in the Federal 
Shipbuilding and Dry Dock Company case handed down 
on April 24 focusses attention again on the major current 
labor issue, namely, the “maintenance of membership” 
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clause. It was a clear case of the industrial representa- 
tives having forced upon them, by a combination of labor 
and public votes on the Board, a decision which they very 
strongly disapproved. In a dissenting opinion they make 
this very clear. They recall that in the presentation of 
their case they offered two substitute proposals which 
they now summarize as follows: 


“J, That the company shall insert a provision in the 
contract with the union making continuance of member- 
ship a condition of employment for all union members 
who voluntarily certify in writing thereafter their willing- 
ness to remain members of the union during the life of 
the contract. 

“2 That if the company is directed to insert a provi- 
sion in the contract requiring union members who are 
employes to maintain their membership in the union in 
good standing as a condition of employment, then after 
such contract is entered into each employe who is a union 
member shall be given a definite opportunity, within a 
stated time, to resign from the union. If he fails so to 
resign, he would then be required, as a condition of em- 
ployment, to remain a member of the union in good stand- 
ing for the contract period.” 

The fact that the Board has rejected these proposals 
the minority takes to mean that they are unwilling to 
concede the right of an individual worker to withdraw 
from the union. They regard as entirely unsound the 
contention that the principle of maintenance of member- 
ship can be construed to be implicit in the joining of a 
labor union. 

The Board's decision rests in part on the distinction 
that it makes between the maintenance of membership 
clause and everything which smacks of a closed shop. 
To quote: 

“The maintenance of membership clause does not re- 
quire any worker, at any time, to join the union. It does 
not require the company to employ only members of the 
union and is, therefore, not a closed shop. It does not 
require the employes who have been hired by the com- 
pany to join the union, and is, therefore, not a union 
shop. It does not require the company to give preference 
in hiring to members of the union, and is, therefore, not 
a preferential union shop. . . . The maintenance of mem- 
bership clause requires only that any employe who is a 
member of good standing, at the time the contract is 
signed, or who thereafter voluntarily joins the union shall 
remain a member in good standing.” 

The Board, in the majority opinion, states that the 
original recommendation made by the panel majority of 
the National Defense Mediation Board, which preceded 
the War Labor Board, rested on a consideration of equity 
arising out of the fact that the union was giving up the 
tight to strike for two years. The closed shop proposal 
was definitely rejected in spite of the fact that the closed 
shop is almost universal in the shipbuilding industry on 
the Pacific Coast and a union shop has been negotiated 
in the Camden, N. J., plant of ‘another large shipbuild- 
ing company.” The original recommendation supported 
by all seven public members of the old National Defense 
Mediation Board was formulated before Pearl Harbor. 
The Board considers that the risks supporting it are 
stronger now. 


The Issue of the Board’s Authority 
The majority opinion sharply criticized the employers’ 
representatives for challenging its authority to make this 
decision. “Any union or corporation which, in the midst 
of this war, defies and thereby undermines the values of 
the War Labor Board, defies the umpire, defies the gov- 
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ernment, breaks down peaceful procedures for the settle- 
ment of disputes. encourages strikes and damages the 
war effort in an hour upon which now turn the humane 
hopes of mankind.”’ 

Thus the Board appears to assume that its authority 
is tinal. Such finality seems to arise out of the severity 
of the national crisis rather than out of any power inher- 
ent in the Board to make a compulsory award. ‘The alter- 
native to acceptance is drastic: if either side rejects an 
award it increases the hazard of having the government 
assume complete responsibility for control of the plant. 

In the midst of its argument concerning the extent of 
its authority the Board makes a revealing statement as 
to its own policy to which attention will be called later 
in this article. It says: “The War Labor Board does not 
have an open shop policy and does not have a closed shop 
policy. It examines thoroughly the facts and considers 
the circumstances and equities in each case and attempts 
to arrive at a just decision. In between any effort of 
either the corporations or the unions to take advantage 
of the war situation, the board steers a course of balance 
and equity as far as it has the light and insight needed 
for this difficult task.” 


Policy Making, Mediation and Arbitration 


Quite apart from the particular merits of this contro- 
versy the case illustrates what William M. Leiserson of 
the National Labor Relations Board has publicly stated 
are fundamental defects in the government’s labor policy. 
In an address given at the College of the City of New 
York on February 18, Dr. Leiserson in a very incisive 
way criticized that policy. He pointed out that succes- 
sive steps to meet and satisfy the labor unions with ref- 
erence to their status in defense enterprises had failed. 
The reason he found in the fact that “the government has 
been unable to implement a method by which working 
people and their representatives can cooperate and func- 
tion effectively as equal partners in a government pro- 
gram.” The scrapping of the Office of Production Man- 
agement and the substitution therefor of the War Pro- 
duction Board meant in part that “the attempt to give 
labor a voice in war production by a double-headed man- 
agement did not work.” It satisfied neither employers 
nor workers and did not yield the results the government 
was aiming at. ‘We do not have to be versed,” said Dr. 
Leiserson, “in the philosophy of management to under- 
stand that it is not practical to mix the policy-making 
functions of an organization with the operating functions.” 
The mistake was in supposing that by putting an indus- 
trial manager and a labor leader in a position of joint 
responsibility the necessity of formal declaration or agree- 
ment on policy could be avoided—that policies could be 
worked out as needed. This is found in practice to be 
an entirely erroneous assumption. “It leads to maneuver- 
ing and argument about policy among operating officials 
whose sole duty should be to carry out promptly and 
efficiently the operating orders of policy-making authori- 
ties. It turns a production organization into a debating 
society. 

“There is need for discussion and debating of policy, 
but not down the operating line where orders must be 
given and production carried on. There is no more place 
for debating in a government operating agency than there 
is on an assembly line in a factory or in the fighting line 
of an army.” 

Now, as Dr. Leiserson sees it, the identical mistake 
was made when the National Defense Mediation Board 
was established, and “the Board itself made a fatal error 
in confusing mediation with arbitration.” While the Of- 
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fice of Production Management and the Mediation board 
did excellent work, the test of such agencies is not “how 
many good services they render but, like bridges or other 
structures, how they stand the strains and stresses of 
the workloads they have to carry. If they collapse or 
have to be discarded because their foundations are weak 
or crumbling, it matters little that they did serve some 
people well for a time.” 

The Office of Production Management found that the 
problem of giving labor an adequate voice in the defense 
program was all mixed up with the settlement of indi- 
vidual disputes and prevention of strikes. “The labor 
organizations were charging that the labor representatives 
attached to the Office of Production Management were 
hand-picked ; the unions wanted to select their own rep- 
resentatives. Employers were complaining that they were 
inadequately represented; labor had too much influence. 
There was some justification for the feeling of both.” 
This situation called for a separation of policy making 
from the determination of specific issues. 


The same difficulty appeared when the National De- 
fense Mediation Board confused mediation and arbitra- 
tion or attempted “to arbitrate under the guise of medi- 
ation.” The proper procedure for the mediation agency 
wher. arbitration is needed, Dr. Leiserson thinks, is to 
induce the submission of the issue to arbitration by mu- 
tual agreement but to have an entirely independent tribu- 
nal designated to make the determination. The difficulty 
was enhanced by the fact that the decisions of the Board, 
because of the national crisis, were taken to be virtually 
mandatory. 


Piecemeal arbitration without a definite and stable pol- 
icy Dr. Leiserson believes to be dangerous. “The at- 
tempt to make decisions without guiding policies or prin- 
ciples leads employers and workers to conclude that an 
award in a particular case establishes a policy which the 
Board will apply in all its cases. Decisions, therefore, 
will appear and, in fact, are likely to be arbitrary and 
capricious. Whether appearance or fact, the result is the 
same—lack of confidence in what should be judicial de- 
terminations ; and such lack is fatal, at least in democratic 
countries.” 


Dr. Leiserson foresaw the same kind of difficulties for 
the present War Labor Board because whereas the Na- 
tional Defense Mediation Board was “fa mediation board 
that arbitrated” the War Labor Board is “an arbitration 
board that mediates.” Thus, speaking last February, Dr. 
Leiserson foresaw the difficulties of the War Labor Board. 
He predicted that its success or failure would depend on 
whether it disposed successfully of the closed shop dis- 
pute and the demands for wage increases. 


Here we have an issue of first-rate importance in so- 
cial philosophy. It is often held that principles are only 
abstractions from specific instances and that decisions 
have to arise out of the particular situation. Thus we 
have a leading contemporary philosopher writing an ar- 
ticle on “The Importance of Being Unprincipled.” Dr. 
Leiserson is concerned lest decisions arrived at in this 
way shall be arbitrary. Indeed, he seems to suggest that 
the difference between arbitrariness and fairness is pre- 
cisely the difference between a decision that flows from 
no general principle and one that has such a source. 


The Press Under Tyranny 


Two articles in the April issue of the Contemporary 
Jewish Record deal with the fortunes of the press under 
Nazi domination. The first, “Last Days of the German 
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Jewish Press” by Arno Herzberg, tells of the situatigy 
iaced by Jewish editors up to the proscription of the Jey. 
ish press in the terror of November, 1938. “As we lock 
back,” the writer says, “at those five years of danger anj 
strife, we cannot forget that without the Jewish press th 
Jew in Germany would have crumpled under the on 
slaught of Nazi propaganda and anti-Jewish measure, 
Jewish newspapers gave new courage to thousands ¢ 
men who had begun to see no sense in life when their 
work was so wantonly destroyed. Their editors constant. 
ly fought the censor’s crippling hand and always managej 
to find some way to continue the task they had set them. 
selves.” 

“Poland Fights Back” by Simon Segal is an amazing 
account of the growing underground movement in Po. 
land. Underground newspapers, “published by the hur 
dreds, have provided the most effective means of propa 
gating resistance against the occupation authorities,” 
They have reflected the vicissitudes of Polish hopes an¢, 
with aid now coming to the United Nations from Amer. 


ica and German reverses in Russia, “a new note of hop: a 
and an increased fighting spirit’ can be detected. sy NOt 
Surprising as it is, early in 1941 representatives off on 
over 2,000 Polish underground groups of workers, peas invol 
ants and intellectuals met in secret convention and framed try 
a “Manifesto to the Peoples of the World” which has Chur 
reached the United States “after an incredible journey off \@-) 
many months across war-infested Europe.” It includes has | 
an expression of hope “that the cause of the Allies will} mem 
ultimately be victorious and that a new Europe based of WT 
freedom and justice of peoples will be established.” The} large 
following is part of the concluding statement : porti 
“Our struggle like the struggles of other oppressed na Make 
tions is carried on by united effort to a common end: _ 
freedom and social justice in our own land and a nev§ L- 5 
and better order in Europe. expl 
“We are firmly convinced that the enemy will be over-§ te ‘ 
thrown in the end. At the first opportunity, the con§ he) 
quered peoples will arise to strike the death blow to theg he! 
invader. Therefore in the name of the Polish people § “ ! 
working and fighting in underground conspiracy, we calf ‘ke 
to the peoples of the world. they 
“We call to all who have risen in arms to fight the “¢ 
powers of oppression; to all who wage an underground ti - 
struggle against the dark terror. pn 
“We call to the nations who are still outside the armed cas 
conflict in this historic tragedy. us j 
“We call to the people of Germany, of Italy, of Russia J syn 
“No persecutions can compel us to abandon the banner sy 
of national and social liberty. con 
“We call to the peoples of the world to join with us.” pi 
Mr. Segal comments: “It is rather significant that the ed 
illegal newspapers, especially since the middle of 1941, oT 
have been concerned not only with the present but have for 
been thinking of and educating the people for the fu- in 
me. ... 
“The underground movement also has had considerable § teri 
influence in the democratization of the Polish govern-f ya, 
ment-in-exile. While reactionary secret newspapers ate Freq 
also being published in Poland, the overwhelming ten- J giy, 
dency of the underground movement and the illegal pres J Jar, 
is toward democracy and greater social justice. A sit 9 wo 
cere desire to break with the pre-war totalitarian Polish § the 
regime is prevalent in the papers. The underground 
movement also seems to be aware of the fact that the 
anti-Jewish policies of previous regimes weakened the 
nation, and they have energetically rejected anti-Semitism 
in the future Poland.” of 
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